INTERNAL REVENUE SERVICE

District
Director
tiv: NN
MAY 23 1989 Person to Contacts
]

‘Contact Telephone Humber:

I
Refar Reply to:
]

Gentlenen:

He nave cunsidered your application for exeuption from Federal incoue

tax a8 an organiration descrived in Bectioa 501(e)(7) of the Internal
Revenue Code.

The inforwation submitted indicates that you were incorporatad on
I :nder the laws of the State of I aud you vere
orzanized pursuvant to the General Ronprofit Corporation Law of the

State of NN .

Your purposes, as stated in Article IT of your Articles of
Incorporation, are to acquire, owu and operate real property andg
building facilities for social, pleasure and recreational purpgoses; and
to pravide Lthe facilities for social aid recreational puvrposes of the
general mewmbers of the association,

You state that NN vas orginally ovaned by [NIININININININININININN
B , osnd used as recroational lease land with cach (essee owring his
ovn cabine In N the lessees purchased the land and forued NI
I, . I, che B County zuning
Administration had issued a conditional use peruit for the property to
on conditiou that the property could not be subdivided; that
only MMl cabins would be perwitted; that a couaty approved water syetea
must be provided for all residents on the property; and progfer road
access to and from all inhabited lots must be provided. All work was

to be completed within one year“s time from [HIIININGEN .

At this time you have certificate holders (members) reprecsentiang I
cabins 2ad [ parcels of land., M porcels are vacaut, Each cabin
is privately owned while the parcel of land on which it sits is owned
collectively by I . Eoch owner is responsible
for the upkeep of Lis cabin and lot grounds. Each cabin cay be sold
for what ever price the ovner can get. The new owner must pay a SHE
certificate fee to tha asgociation to establish mamberahip,

Your Bylaws stipulate that full time residency is limited to [N
cabins at any one time., The rewaining cabins wmay not be used nora than
B conths out of & year. Rew additions way be added to & cabin by
oubnitting a plan or drawing to the associativn”s 3oard of Directors
for approval. Buildiugs are restricted to a single story with uaximum
square footage not to exceed 1,000 syuare feet for the entire structure.
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In response to our letter of I, you said the Association
owns and maintains the roads and watuer system in the tract (photographs
of whi¢h were submitted), and funds jor upkeep and maintenace are
raised by an annual asgsessument of the¢ membership, Thae roads provide
_access to wmembers™ cabins; the wvater system serves all the cabins. You
. also stated that the Association expeaded money for tree maintenance
4" for safety purposes.

. Over the past Il yearas receipts of your organizstion were primarily
(%) derived from assessmants of members for upkeep and maintenance of

. association property as provided in your bylaws. W% of your receipts
derived from interest income on checking and/or savings accouunts. 1t
appears that less thanMlZ of your expenditures can be directly related
to yroup social activities (these occur under the headiny "picuic
“~ supplies") while not even X of your income derived frou ygroup

" recreational activities ("picnic salea"),

Section 501(c)(7) of the Internal Revenue Code provides that clubs
organized and operated exclusively for pleasure, recreation, and other
nonprofitable purpo:es are exempt from Federal income tax provided no
part of the net eari ings inures to the benefit of any private
shareholder.

Section 1.501{(c)(7)~-1(a) of the Income Tax regulations provides that a
club otherwise antitled to exemption will not be disqualified because
it raises revenue from menmbers thirough the use of club facilities or in
connecktion with club activities,

~ Section 1.,501(c)(7)~1(b) of the regulations provides that a club which
\. engage in “usiness is not organized and operated exclusively for
pleasure, recreation, and other nonprofitable purposes and is not
exempt under section 501(a) of the Code.

It appears your club is engaging in business cctivities similar to
those of thae organization discussed in Revenue Ruling 68~-168, 1968~1

' C.B. 269, which leased building lots to its members on a lonyg ternm

L.  basis, Its raevenues, as iu your case, were not raised from members”

4 use of recreational facilities or in connection with the organization”s
S planned or sponsored recreational activities. As it appears to be in
your case, its revenues were primarily used Lo acquire, luprove and
maintein its propertias. Subdividing and leasing of lots as described
in tke Revenue Ruling coustitutes engaging iu a4 business activity.
Accordingly, exemnption was denied.

In Revenue Ruling 75-494 1975-2 C.B, 214, the Service held that a club

providing social and recreational faciltices, whose memhbership is

limited to homeowners of a housing developwent will be precluded from

qualifying for exemption under section 501(c¢)(7) of the Code by owning
, and maintaining resindential streets, enforcing restrictive covenants,
é or providing residential fire and police protection and trash
collection servica.




Your Ausociation owns and waintains roads which provide access to your
members’cabins. Your bylaws state your policy of restricting the size,
heighl and appearance of members” cabins which is in effect the
enforcement of restrictive covenants as unoted in the Revenue Ruling
above. Your Association provides water service to your wemnbers”’
cabing’ which ia a similar activity to providing trash collection, fire
and police protection, and other services which are not social or
recreational in nature,

A clud may provide these services in connection with the maintenance

and security of its social facilities., Hovever, as soon as these
services 5o heyond merely wmaintaining social facilitries and begin co
include sarvices to residential areas, they are no longer exclusively in
furtherance of pleasure and recreaticn, A c¢lub providing such services
to residential areas will not qualify €or exemption under section
501(c)(7) of the Code., Liwewise. & club which enforces covenants for
the preservation of the architecture and appearance of homes, is not
operated aexclusively for pleasure and recreation, and does not qualify
for excuption under section 501(c)(7),

Your bylaws state that membevs have an annual meeting, but they do not
indicate the exigtence if any recreational or social comwittees,
However, they do forbid the keeping and riding of horses on Association
property. Horseback ridinyg is usually considered to be a recreational
activity.

In our letter of . ve ssked how often your members get
together and participate in social and recreational activities. You

responded, in your letter of NN, '"once a year, annual
Memorial Day potluck picnic, scwme years we have a Christmas party for
menbers. This included a breakfast, gift exchange and bowling. We have
a few barbecuee during the suonmer,”

In Revenue huling 70-31 1970~1 C¢.B. 132, a flying club providing
economical flying facilities for its membars but having no organized
social and recreation prozram did not qualify for examption under
section 501(e)(?)., As the Revenue Ruling stated, a comminglin; of
members must play a unsterial part in the activities of a social club.
Passive association is not enouyh,.

Based on the information you hare submitted, there does not appear to
be any signficant coumingling of your mewbers in :tructured, regularly
carried on recreational or social activities. Any social and
recreational prograums operated by your organization are not evident in
the financisl records you submitted and are peripheral at best.
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Since you are organized and operated in part to acquire and wanage
improved and unimproved lands; to perform the functions of a
homeowners’ association; to perform the functions of aun architectural
committee enfocing restrictions and conditions as well as to furnish,
maintain and regulate common faciltities and services for the benefit
of your members, it is apparent that you are not organized and operated
for the purposes specified in saction S01(e)(7) of the Code.

Furtherwpore, you have not deumostrated that you have a regular progranm
of social and recreational activities in which your wmembers actively
participate and coummingle. Personal countact and fellowship are central
to the concept of a social club.

Therefore, based on the material you have subwmitted, we hold that you
are not enkitled to exemption from Federal income tax as an
organization described in section 501(c)(7) of the Code. You are
required to file income tax returns annually with your district
director.

You have indicated your agreement to ourxr conclusion by signing and

returning the agrcenent For 6018,

Sincerely yours,

District Director

Enclosures:
Form 6018



